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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

^August I, 1921 

(The Date Refers to the Day of Final Revision) 



The Index 

FURTHER improvement in underlying conditions 
is, on the whole, reflected by the movements of 
the curves of our Index Chart in June and July; but 
there is still no clear indication as to how soon we may 
expect a definite revival of business activity. Curve C, 



previous periods of depression, moved downward, 
chiefly as a result of the very small volume of trading 
on the New York Stock Exchange. In view of the fact 
that the federal reserve system is absorbing surplus 
funds and reserves are not piling up in New York Clear- 
ing House banks, as they formerly did, it is probable 
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INDEX CHART. The items locating curves A, B, and C all refer to complete calendar mouths and the points are plotted in the middle of the spaces allotted to the months. 

Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking : Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each of the three curves on the Index Chart is obtained by 
averaging a group of statistical series, each group being composed of series 
homogeneous in character; i. e., when corrected for the seasonal influence 
and normal growth, the series of each group move in the same direction (up- 
ward or downward) at the same time. The series were all expressed in com- 
parable units before averages were taken. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. 



The persistent decline of curve A and the equally persistent rise of curve 
C, both movements beginning in November 1919, indicated that a decline of 
business activity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
of that year. The existence of the federal reserve system enabled us to avoid 
a financial panic but not a severe industrial depression which has continued 
into the spring of 1921. 

Since last January curve C, representing money rates, has slightly declined 
and curve A, representing speculation, has moved sidewise- The high level of 
money rates and depression of security prices indicate that there is no prospect 
of a marked change in business conditions in the immediate future. The slight 
upward movement in June of curve B, representing business, indicates that the 
decline of business, which has lasted fourteen months is at or near an end. 



commercial paper rates corrected for seasonal variation, 
fell more sharply than in any month since the peak was 
reached a year ago. The actual rate on commercial 
paper is now 6-6 1 per cent compared with 8 per cent 
a year ago, 8J per cent last autumn, and 7 per cent 
or upward between January and May 192 1. This 
indicates encouraging progress in readjustment, and 
gives grounds for believing that this fall will see better 
conditions in business. Curve A, however, representing 
speculation, which has forecast business recovery in 



that Curve A will anticipate an upward turn of Curve B, 
business, by only a short period. As we have said re- 
peatedly, we consider the movement of interest rates 
at the present time a more significant index of the under- 
lying conditions than the movement of the curve repre- 
senting speculation. 

Speculation 

The decline of Curve A in July was almost entirely 
due to a great decrease in the volume of speculation, 
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the average price of industrial stocks ($68.50) being less 
than one per cent below the June average ($69.10). 
The number of shares sold on the New York Stock Ex- 
change was approximately 9,310,000, a decrease of 49 
per cent from the June sales. Some of this decrease is 
due to the two stock exchange holidays, but the aver- 
age for the other days of the month was much lower 
than the daily average in June. New York bank clear- 
ings decreased from 16,850 million dollars in June to 
15,360 millions in July, or 9 per cent. This drop is 
accentuated by the fact that June clearings were in- 
creased by income tax payments. In the past, July 
clearings have usually been about the same as those in 
June. 

Security prices have ruled somewhat higher during 
the second half of July than earlier in the month. In- 
dustrial stocks, however, have not fully recovered from 
the slump which they suffered in June. Railroad issues, 
especially bonds, have shown the greatest strength, re- 
flecting increased earnings and the prospect of an early 
adjustment of the railroads' claims against the govern- 
ment. 

Business 

Although the business reaction of the past year has 
probably not yet spent all its force, there are indications 
that only the difficulties of minor readjustments are 
likely to develop from now on, and that on the whole 
conditions are likely to improve. This is not to say 
that all unfavorable tendencies have disappeared, or 
to deny that there is still deep depression in some im- 
portant trades. Even in these cases, however, the 
opinion is beginning to be expressed that the worst 
is over. The steel trades, for example, though running 
at less than 25 per cent of capacity, and forced to 
shade prices considerably, have displayed a consist- 
ently better tone during the past week. Actual sales 
are small, but inquiries have been more encouraging. 
In some trades, especially textiles, there are very defi- 
nite and gratifying signs of strength. Increased buying 
by the railroads and the farmers is expected in the fall, 
and even if such buying proves to be only moderate in 
volume, it will help considerably to improve conditions. 

In the table below we give some figures showing the 
effects on the relative position of various commodities 
of the price changes of recent years. From these figures 
it appears that the sellers of certain commodities, such 
as brick, coal, and wheat, received a larger share of the 
total selling price of the twenty-six commodities in 
June 192 1 than they did in 1913, while others received 
a smaller share. A few commodities (coal, coke, cotton 
goods) which show a gain in the above comparison, 
have lost ground as compared with June 1920; while 
others (e. g. cattle, copper, leather), which show a loss 



as compared with 1913, have improved their relative 
position during the past year. 

Comparative Price Changes 
(Ratios to total cost of the group on selected dates) 



Commodity 



Corn 

Cotton 

Flour 

Sugar 

Tobacco .... 
Wheat 

Cattle 

Hogs 

Wool 

Pig iron 

Steel billets . 

Copper 

Lead 

Tin 

Zinc 

Coal (bitum.) 

Coke 

Petroleum . . 

Cotton goods 

Silk 

Rubber 

Hides 

Calfskins. . . . 
Leather .... 

Brick 

Lumber 



Quantity * 



1.69 bus. 

7.87 lbs. 

.221 bbl. 

28.57 lbs. 

lbs. 

bu. 



Per cent of 
total cost 
in 1913 



II. II 
I. II 

12.2 

11.8 



lbs. 
lbs. 
1.82 lbs. 

.066 gr. tons 
.037 gr. tons 

6.35 lbs. 

22.73 lbs. 

2.23 lbs. 

17.24 lbs. 

.961 gr. tons 
.42 net tons 
.418 bbl. 

16.39 yds. 

.274 lbs. 
1.08 lbs. 

5.48 lbs. 
5.00 lbs. 
2.22 lbs. 

.145 thous. 
.042 thous. ft. 



3-85 
3-85 
3-85 
3-85 
3-85 
3-85 

3-85 
3-85 
3-8S 

3-85 
3-85 

3-85 
3-85 
3-8S 
3-85, 

3-85 
3-85 
3-85 

3-85 
3-85 
3-8S 

3.8S 
3-85 
3-85 

3-85 
3-85 



Per cent of 
total cost in 
June 1920 



Per cent of 
total cost in 

June ig2i 



4-23 
4.41 
4.04 
7.69 

2-45 
4-Si 

2.67 
2.40 
3-33 

3-95. 
3-3i 

1.56 
2.70 
1.50 
1.78 

12.56 
8.67 
3-5i 

5-64 

2-45 

•56 

2.64 
2.41 

2-75 
4.99 
3-29 



3-34 
2.87 
4.92 
3.69 
2.52 
5-48 

3-i4 

3-°4 
3.82 

4.60 
4.44 

2.62 

3-3° 
2.16 
2.48 

6.84 
4.08 

3-73 

5-38 

5-32 

•56 

2.48 
2.91 
3-78- 

7-°5 
5-45 



* Of each commodity purchasable for $1.00 in 1913. 

Banking 

The banking situation steadily improves. Opinions 
differ as to the wisdom of the recent reductions in re- 
discount rates in the New York, Boston, Philadelphia, 
and San Francisco districts, but this action gives further 
evidence that the credit stringency is largely past. The 
easing of market rates which has since developed points 
in the same direction. The commercial paper rate is 
now 6-6| per cent, time money is in larger supply, and 
call money was quoted at 3I per cent on July 28, the 
lowest official rate since the fall of 1919. It is asserted 
by competent observers that there is now an ample 
supply of funds for ordinary commercial needs; though 
borrowing for speculative purposes is not favored, and 
in the country as a whole there is still a large amount of 
credit that can be liquidated only slowly. 
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